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Authority

N.J.S.A. 30:4D-6a(1), 30:4D-7, 7a, b, c, and e; 30:4D-12,
P.L. 1992, c.160; 1902(a)(13) of the Social Security
Act; 42 US.C. 1396a; 42 447.251, 253.

Source and Effective Date

R.1995 d.123, effective February 3, 1995.
See: 26 N.J.R. 4551(a), 27 N.J.R. 1660(a).

Executive Order No. 66(1978) Expiration Date
Chapter 52, Hospital Services Manual, expires on February 3, 2000.

Chapter Historical Note

Chapter 52, originally Manual for Hospital Services, became effective
with Subchapter 1, Coverage, and Subchapter 2, Admission and Billing
Procedures, adopted as R.1971 d.30, effective March 5, 1971. See: 3
N.J.R. 24(b), 3 N.J.R. 62(c). Subchapter 3, Teleprocessing Procedures,
was adopted as R.1975 d.230, effective August 1, 1975. See: 7 N.J.R.
316(b), 7 N.J.R. 431(b).

Pursuant to Executive Order No. 66(1978), Subchapter 1 was rea-
dopted as R.1984 d.47, effective February 9, 1984. See: 15 N.J.R.
2125(a), 16 N.J.R. 424(b). Pursuant to Executive Order No. 66(1978),
Subchapter 2 was readopted as R.1985 d.56, effective January 28, 1985.
See: 16 N.J.R. 3159(a), 17 N.J.R. 451(a). Pursuant to Executive Order
No. 66(1978), Chapter 52 was readopted as R.1990 d.157, effective
February 8, 1990. See: 21 N.J.R. 3911(a), 22 N.J.R. 799(b).

Subchapter 4, HCFA Common Procedure Coding System (HCPCS),
was adopted as R.1993 d.327, effective August 17, 1992, but operative
September 1, 1992. See: 24 N.J.R. 917(a), 24 N.J.R. 2898(a). Pursu-
ant to P.L. 1992, c. 160; 1902(a)(13) of the Social Security Act; 42
U.S.C. 1396a; 42 C.F.R. 447.251, 253 and the authority cited above
Subchapter 5, Procedural and Methodological Regulations; Subchapter
6, Financial Reporting Principles and Concepts; Subchapter 7, Diagno-
sis Related Groups (DRG); Subchapter 8, Basis of Specific Payment
for Disproportionate Share Hospitals, and Subchapter 9, Review and
Appeal of Rates, were adopted as Emergency New Rules R.1993 d.154,
effective March 11, 1993 (to expire May 10, 1993). See: 25 N.J.R.
1582(a). The provisions of R.1993 d.154 were readopted as R.1993
d.263, effective May 10, 1993, with changes effective June 7, 1993. See:
25 N.J.R. 2560(a).

Pursuant to Executive Order No. 66(1978), Chapter 52 was readopt-
ed as R.1995 d.123. See: Source and Effective Date. As a part of
R.1995 d.123, Chapter 52 was retitled Hospital Services Manual; exist-
ing Subchapters 1 through 4 were repealed, and new Subchapters 1
through 4 were adopted, effective April 17, 1995; and Subchapter 10
was adopted as new rules, effective April 17, 1995. See, also, section
annotations.
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SUBCHAPTER 1. GENERAL PROVISIONS

10:52-1.1 Purpose and scope

This chapter of the Hospital Services Manual outlines the
policies and procedures of the Division for the provision of
inpatient and outpatient (including emergency room) hospi-
tal services to Medicaid recipients. The hospitals that are
included in these policies and procedures are general hospi-
tals, special hospitals, rehabilitation hospitals and private
psychiatric hospitals, unless specifically indicated otherwise.

Petition for Rulemaking.
See: 27 N.LR. 1818(b), 27 N.J.R. 2014(c).

10:52-1.2 Definitions

The following words and terms, when used in this chapter,
shall have the following meanings, unless the context clearly
indicates otherwise.

“Adjusted admissions” means inpatient admissions in-
creased to reflect outpatient activity, which is calculated by
admissions multiplied by total gross revenue divided by
inpatient gross revenue.

“Base year” means the year from which historical cost
data are utilized to establish prospective reimbursement in
the rate year.

“Bundled drug service” means a drug that is marketed or
distributed by the manufacturer or distributor as a combined
package which includes in the cost of the drug, the drug
product and ancillary services, such as, but not limited to,
case management and laboratory services.
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“Current Cost Base” means the actual costs and revenue
of the hospital as identified in the Financial Elements in the
base reporting period for the purposes of rate setting.

“Diagnosis Related Groups (DRGs)” means a patient
classification system in which cases are grouped by shared
characteristics of principal diagnosis, secondary diagnosis,
age, surgical procedure, and other complications, and con-
sumption of a similar amount of resources.

“Division” means the New Jersey Division of Medical
Assistance and Health Services within the New Jersey De-
partment of Human Services.

“Early and Periodic Screening, Diagnosis and Treatment
(EPSDT)” means a preventive and comprehensive health
program for Medicaid recipients under 21 years of age for
the purpose of assessing a recipient’s health needs through
initial and periodic examinations, health education and guid-
ance, and identification, diagnosis, and treatment of health
problems.

“Entity,” as used in N.JLA.C. 10:52-1.2A, means an outpa-
tient department not contiguous to a main inpatient hospital
for which that hospital is attempting to seek recognition and
reimbursement as an outpatient hospital service.

“Equalization Factor” means the factor that is calculated
based on defined Labor Market Areas and multiplied by
hospital costs to permit comparability between differing
regional salary costs in setting Statewide standard costs per
case.

“Financial Elements” means the reasonable cost of items
approved as reimbursable under Medicaid (see N.J.A.C.
10:52-5.10).

“Grouper” means the logic that assigns cases into the
appropriate Diagnosis Related Groups in accordance with
the clinical and statistical information supplied.

“Hospital” means an institution which is primarily en-
gaged in providing the following services to inpatients, by or
under the supervision of physicians:

1. Diagnostic services and therapeutic services for the
prevention, medical diagnosis, treatment, and care of
injured, disabled or sick persons, including obstetrical
services and services to the normal newborn; or,

2. Rehabilitative services for the rehabilitation of in-
jured, disabled, or sick persons; and that

3. Maintains clinical records on all patients;

4. Has by-laws in effect with respect to its staff of
physicians;

5. Requires every patient to be under the care of a
physician;

Supp. 9-15-97
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6. Provides 24-hour nursing services rendered or su-
pervised by a registered professional nurse, and has a
registered professional nurse or licensed practical nurse
‘on duty at all times;

7. Has in effect a hospital utilization review plan that
meets the requirement of the law (Sec. 1861(K) of the
Social Security Act); and has in place a discharge plan-
ning process that meets the requirements of the law (Sec.
1861(ee)) of the Social Security Act;

8. Is licensed as a hospital in the State of New Jersey,
or licensed as a hospital by the appropriate agency under
the laws of the respective state in which the hospital is
located, or approved by the agency of the state or locality
responsible for licensing hospitals meeting the standards
established for such licensing;

9. Meets any other requirements that the U.S. Secre-
tary of Heaith and Human Services finds necessary in the
interest of health and safety of individuals who furnished
services in the institution; and

10. For the purposes of N.J.A.C. 10:52-1.2A only, is
where the main inpatient hospital services are located.

“Hospital (Approved General)” means an institution
which is approved to participate as a provider in the Divi-
sion if it:

1. Islicensed as a general hospital by the State of New
Jersey, or licensed as a hospital by the appropriate agency
under the laws of the respective state in which the
hospital is located; (NOTE: When only a specific identi-
fiable part of a multi-service institution is licensed, only
the section licensed is considered a Medicaid provider);

2. Meets the requirements for participation and certi-
fication under Medicare (Title XVIII of the Social Securi-
ty Act);

3. Has in effect a hospital utilization review plan
applicable to all patients who receive medical assistance
under Medicaid (Title XIX); and,

4, Has signed a provider agreement to participate in
.and abide by the rules of the Division and applicable
Federal regulations.

“Hospital (Approved Private Psychiatric)” means an insti-
tution which is approved to participate as a provider in the
Division and:

1. Is licensed by the State of New Jersey as a psychiat-
ric (mental-non-governmental) hospital or licensed as a
private psychiatric hospital (non-governmental) by the
appropriate agency under the laws of the respective state
in which the hospital is located;

2. Meets the requirements for participation and certi-
fication under Medicare (Title XVIII of the Social Securi-
ty Act) as a psychiatric hospital;

Supp. 9-15-97
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3. Has in effect a hospital utilization review plan
applicable to all patients who receive medical assistance
under Medicaid (Title XIX);

4. Meets the special Medicare standards relative to
staffing requirements and clinical medical records; and,

5. Has signed a provider agreement to participate in
and abide by the rules of the Division and applicable
Federal regulations.

“Hospital (Approved Private Psychiatric) facility that pro-
vides inpatient services to children under 21 years of age”
means an institution that shall meet the requirements of 1.,
2, 3., 4. and 5. above, listed in the definition of “Hospital
(Approved Private Psychiatric): or in addition to 1. and 5.
above, has facility accreditation by the Joint Commission on
the Accreditation of Health Care Organizations (JCAHO).

“Hospital (Approved Special)” means an institution which
is approved by the New Jersey State Department of Health
as a special hospital (for definition of special hospital, see
NJ.A.C. 8:43G-1.3(b)2) and which includes any hospital
which assures the provision of comprehensive specialized
diagnosis, care, treatment and rehabilitation, where applica-
ble, on an inpatient basis for one or more specific categories
of patients; and approved to participate as a provider in the
Division if it meets the appropriate standards of partic-
ipation for one of the following classifications:

(a) Special (Acute care or short term) or Comprehensive
Rehabilitation Hospital:

1. Licensed as a special or comprehensive rehabilita-
tion hospital by the New Jersey Department of Health;

2. Accredited by the Joint Commission on Accredita-
tion of Health Care Organizations (JCAHO) or the Com-
mission on Accreditation as a hospital or rehabilitation
facility; and/or

3. Meets the requirements for participation and certi-
fication under Medicare (Title XVIII of the Social Securi-
ty Act) as a hospital;

4, Has in effect a hospital utilization review plan
applicable to all patients who receive medical assistance
under Medicaid (Title XIX); and,

5. Has signed a provider agreement to participate in
and abide by the rules of the Division and all applicable
Federal regulations.

“Informed Consent” means the voluntary knowing assent
from the individual on whom any sterilization is to be
performed after he or she has been given (as evidenced by a
document executed by such individual) and has been given:

1. A fair explanation of procedures to be followed;
2. A description of attendant discomforts and risks;

3. A description of benefits to be expected;
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10:52-5.17

3. Determination of Labor Unequalization Factor to
Calculate Standard Cost Per Case of Each Labor Market
Area.

i. An unequalization factor shall be calculated for
the non-physician direct patient care costs of each
hospital to account for differing prevailing compensa-
tion patterns across New Jersey’s Labor Market Areas
in the comparison of hospital and standard costs per
case. The Statewide standard times the unequalization
factor is the unequalized standard in terms of the
hospital’s Labor Market Area.

ii. The reciprocal of the hospital’s equalization fac-
tor is the hospital’s unequalization factor and is applied
to non-physician costs only.

(f) Effective for services provided on or after October 1,
1996, GME and IME shall no longer be reimbursed through
the Medicaid hospital inpatient DRG rates. After all indi-
rect costs have been fully allocated to the using cost centers,
GME and IME costs shall be removed from the cost base

" before calculating the standards and Medicaid hospital inpa-

tient rates. GME and IME shall be reimbursed in accor-
dance with N.J.A.C. 10:52-12.

Amended by R.1995 d.141, effective March 6, 1995.

See: 27 N.J.R. 34(a), 27 N.J.R. 908(a).

Amended by R.1997 d.43, effective January 21, 1997.

See: 28 N.J.R. 4022(a), 29 N.J.R. 350(b).
Substantially amended section.

Law Review and Journal Commentaries
Hospitals. Steven P. Bann, 138 N.J.L.J. No. 9, 52 (1994).

Case Notes

Burden was on hospitals to show that regulations governing hospital
rates for Medicaid patients were invalid. Matter of Adoption of
N.J.A.C. 10:52-5.14(d) 2 and 3, 276 N.J.Super. 568, 648 A.2d 509
(A.D.1994), certification denied 142 N.J. 448, 663 A.2d 1355.

Division of Medical Assistance and Health Services, was not obligat-
ed to use components of Medicare rate methodology with respect to
Medicaid program. Matter of Adoption of N.J.A.C. 10:52-5.14(d) 2
and 3, 276 N..Super. 568, 648 A.2d 509 (A.D.1994), certification

- denied 142 N.J. 448, 663 A.2d 1355.

Regulations governing hospital rates for Medicaid patients were
valid. Matter of Adoption of N.J.A.C. 10:52-5.14(d) 2 and 3, 276
N.J.Super. 568, 648 A.2d 509 (A.D.1994), certification denied 142 N.J.
448, 663 A.2d 1355.

10:52-5.15 Reasonable direct cost per case

(a) Inpatient direct cost per case shall be determined as
follows:

1. The reasonable direct cost per Medicaid case for
those hospitals receiving rates in accordance with this
subchapter for every DRG shall include incentives and
disincentives, as appropriate, which shall be termed the
boundaries of payment and are calculated as follows:

i. Effective for services provided prior to October 1,
1996, the incentive standard is multiplied by the un-
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equalization factor, the physician mark-up, the deneu-
tralization factor, and Residents adjustment factor.

ii. Effective for services provided on or after October
1, 1996, the incentive standard is multiplied by the
unequalization factor and the physician mark-up.

(b) Inpatient outliers: The costs of low length of stay
outliers shall be divided by the low length of stay days to
arrive at a low per diem. The costs of high length of stay
outliers shall be divided between both high outlier cost and
the inlier rate. The high outlier cost net of the inlier rate
times the high outlier cases shall be divided by the acute
days of the patient’s total stay (admission to discharge) to
arrive at a high outlier per diem. High outlier cases shall
be reimbursed the inlier rate plus the high per diem multi-
plied by the acute days of the stay.

Amended by R.1995 d.141, effective March 6, 1995.
See: 27 N.J.R. 34(a), 27 N.J.R. 908(a).
Amended by R.1997 d.43, effective January 21, 1997.
See: 28 N.J.R. 4022(a), 29 N.J.R. 350(b).
In (a)li, inserted text “Effective for services provided prior to
October 1, 1996”; and added (a)1ii.

10:52-5.16 Net income from other sources

(a) The net gain (loss) from Other Operating and Non-
Operating Revenues (as defined in NJ.A.C. 10:52-6.27
through 6.34) and expenses of the reporting period which
are items considered as recoveries of or increases to the
Costs Related to Patient Care (see N.J.A.C. 10:52-6.27
through 6.34) as reported to the Division is subtracted from
(added to) indirect costs of the Preliminary Costs Base.

(b) Such revenue shall include all Other Operating and
Non-Operating Revenues and Expenses reported per Stan-
dard Hospital Accounting and Rate Evaluation (SHARE)
cost center costs and “expense recoveries” as Case B and all
other items reported as to their case specified in N.J.A.C.
10:52-6.27 through 6.34.

10:52-5.17

(a) The economic factor is the measure of the change in
prices of goods and services used by New Jersey hospitals.
The economic factor will be the factor recognized under the
TEFRA target limitations.

Update factors

(b) The technology factor takes into account the costs of
adopting quality enhancing technologies.

1. The hospital-specific economic factor is the weight-
ed average of the recorded and projected change in the
value of its components. The weight given to each
component is its share of that hospital’s total expenditure.
The projection of individual components shall be based,
where appropriate, on legal or regulatory changes which
fix the future value of a proxy. Components which are of
particular importance may be projected through the use
of time series analysis on other relevant indicators.
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(c) Base-year direct patient care and indirect rates shall
be multiplied in succeeding years by a technology factor to
provide prospective funds to support hospital adoption of
quality-enhancing technologies. The technology factor shall
be based on the Scientific and Technological Advancement
Allowance recommended annually to the Secretary of the
United States Department of Health and Human Services
by the Prospective Payment Assessment Commission (Pro-
PAC). The factor shall be composed of the proportion of
incremental operating costs associated with ProPAC’s iden-
tified cost-increasing technologies, and ProPAC’s allowance
for technologies not included in the technology-specific
projections, less the proportion of incremental operating
costs of cost-decreasing technologies identified by ProPAC.

(d) In addition, the following payment rates will be in
effect for these special procedures:

1. Liver Transplants: payment for DRG 480 will be
$72,139 in 1988 dollars.

2. Heart Transplants: payment for DRG 103 will be
$72,438 in 1988 dollars.

3. Cochlear Implants: payment for DRG 759 will be
$21,608 in 1988 dollars.

4. Bone Marrow Transplants: payment for DRG 481
will be $46,599 in 1988 dollars.

5. Neonate rates: payment for neonatal DRGs as
defined by New Jersey Grouper 8.0 will be based on 1989
actual New Jersey patient volume.

(e) For determination of the payment rates, direct patient
care is increased for the following components:

1. Indirect patient care for items other than listed in
N.J.A.C. 10:52-5.11;

2. Health Planning fees;

3. Capital facilities allowance;

4. Physician fee for service;

5. Child psychiatric hospital direct and indirect;

6. Resident count correction (only for services provided
prior to October 1, 1996).

7. Special perinatal expense adjustment;
8. Trauma center adjustment;

9. GME reversal (only for services provided prior to
October 1, 1996);

10. Hemophilia adjustment;

11. Regional perinatal adjustment;
12. Personnel health allowance;
13. Pediatric rate adjustment;

14. Sickle cell adjustment;
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15. Continuous adjustments;
16. Outlier reversal adjustment; and

17. Poison Control Costs.

(f) No Statewide transition adjustment not otherwise
specified in this chapter will be included in the rate.

Amended by R.1995 d.141, effective March 6, 1995.
See: 27 N.J.R. 34(a), 27 N.J.R. 908(a).
Amended by R.1997 d.43, effective January 21, 1997.
See: 28 N.J.R. 4022(a), 29 N.J.R. 350(b).
In (a)6 and (a)9, added text “(only for services provided prior to
October 1, 1996)”.

10:52-5.18 Capital Facilities

(a) Capital Facilities, as defined in N.J.A.C. 10:52-6.18,
shall be included in the rate in the following manner:

1. Building and fixed equipment:

i. The yearly Capital Facilities Allowance is comput-
ed using information provided by the Share Cost Re-
ports. For hospitals on a calendar year basis, this
amount will be its 1992 depreciation and interest ex-
pense, excluding any portion associated with major
moveable equipment and any interest income reported
as an expense recovery. For those hospitals on a fiscal
year basis, actual year’s depreciation and interest appli-
cable to rate year 1992 shall be used excluding any
portion associated with major moveable equipment and
any interest income reported as an expense recovery.

ii. Effective for services provided on or after October
1, 1996, all building and fixed depreciation and interest
capital costs as defined in N.J.A.C. 10:52-6.18 related
to GME programs shall be determined based on the
1992 audited Medicare Cost Report (HCFA-2552) and
shall be excluded from the base year cost used to
calculate the Medicaid DRG inpatient rates.

2. Major Moveable Equipment: For the purpose of
calculating the Price Level Depreciation Allowance, Ma-
jor Moveable Equipment is grouped into four categories
based on the cost center function where the equipment is
utilized: Beds and nursing equipment; Diagnostic and
therapeutic equipment; General service equipment; and
Business service equipment.

i. The following rules shall apply in calculating the
Price Level Allowance for a given year:

(1) Only equipment which has not been fully
depreciated at the start of the fiscal year is to be used
in the calculation of the Price Level Allowance.

(2) The depreciation recorded and reported on all
equipment subject to the Price Level Allowance must
be calculated by the straight-line method, using at the
time of the cost filing the most recent approved
American Hospital Association (AHA) Recom-
mended Useful Life (that is, 1978 revision) or Asset
Depreciation Range (ADR). ‘
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(3) Only capitalized equipment and related capi-
talized costs can be used in the calculation of the
Price Level Allowance.

(4) The price level factors for each of the four
categories will be developed by the Division. For
years prior to current cost base year, the factors to be
used for price leveling depreciation are as follows:

Category Proxy
Beds and Nursing Equipment Marshall and Swift Hospital
Equipment Cost Index
Diagnostic and Therapeutic Marshall and Swift Hospital

Equipment Cost Index

Producer Price Index (PPI) 1161,
Food Products Machinery
(41.18%), PPI 1241.02, Laundry
Equipment (23.53%). PPI 113
less 1134 and 1136, Metalworking
Machinery less Industrial Fur-
naces and Abrasive Products
(35.29%).

PPI 1193 less 1193.06, Business
and Store equipment (less Coin
Operated Vending Machines)
and PPI 122, Commercial Furni-
ture.

Equipment
General Service Equipment

Business Service Equipment

(5) Assets retired before the close of the fiscal
year are not to be used in the calculation of the Price
Level Allowance.

(6) The amount of the Price Level Allowance shall
be calculated as follows:

(A) Current year straight-line depreciation of
each asset being depreciated is multiplied by the
price level factor corresponding to the year the
asset was acquired to determine price level depre-
ciation. Straight-line depreciation is then subtract-
ed from price level depreciation and the result
totaled to determine the amount of the Price Level
Allowance provided by the following calculation:
Algebraically the calculation is as follows:

D... (equals) Current year depreciation, ordered
by the year of acquisition of the asset being
depreciated.

F... (equals) Price level factor for the year the

asset was acquired.
(equals) Price Level Allowance.
(equals) (D x F) — D.

PLA ...
PLA ...

(7) The interest component of cash disbursements
relative to capitalized Major Moveable Equipment
leases is to be classified as interest expense, in accor-
dance with GAAP, and not used as a basis for
calculating the price level depreciation premium.

(8) The total Price Level Allowance will be allo-
cated to cost centers based upon the accumulated
depreciation of all Major Moveable Equipment not
fully depreciated.
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(b) Any new capital facilities construction with a valid
certificate of need from the New Jersey Department of
Health will be considered for a capital facilities adjustment
in rates through the review and appeal process as described
in N.J.A.C. 10:52-9.

Amended by R.1995 d.141, effective March 6, 1995.
See: 27 N.J.R. 34(a), 27 N.J.R. 908(a).
Amended by R.1997 d.43, effective January 21, 1997.
See: 28 N.J.R. 4022(a), 29 N.J.R. 350(b).

Deleted (a)li, relating to capital cash requirements; recodified for-
mer (a)lii as (a)li and deleted subparagraph 1 of that paragraph; and
inserted new (a)lii.

10:52-5.19 Division adjustments and approvals

(a) Any modifications including any statutory or regulato-
ry changes or changes in patient care physician compensa-
tion arrangements shall be classified as direct or indirect,
and as to the financial elements affected and each element
adjusted proportionately.

(b) The Division shall also approve adjustments to hospi-
tals’ Schedules of Rates for 1993 and subsequent years as
necessary to subtract approved costs associated with resi-
dents not meeting the minimum requirements as defined in
N.J.A.C. 10:52-5.14(b); for any costs associated with resi-
dents in programs which have lost accreditation as defined
in N.J.A.C. 10:52-5.14(b); and for any costs associated with
previously approved but now vacant residency positions
which are unfilled as a result of a hospital’s inability to
recruit residents meeting these minimum standards. These
costs shall include, but are not limited to, resident salaries
and fringes, faculty salaries, malpractice and supplies.

(c) The Division may approve hospital appeals to transfer
Division approved resident positions and associated costs
between hospitals. A hospital may appeal under any option
to reduce or increase the number of resident positions by
transfer. An addition of resident positions by transfer may
not result in a change to a higher teaching status peer
group. A reduction of resident positions by transfer may
result in a change to a lower teacher status peer group.
The approved costs associated with a transferred resident
position may not increase solely as a result of the transfer.

(d) The Division shall decide to which hospitals the ap-
proved resident positions and associated costs may be trans-
ferred.

(e) Subsections (a) through (d) above apply for dates of
services provided prior to October 1, 1996. Effective for
services provided on or after October 1, 1996, this section is
no longer applicable.

Amended by R.1997 d.43, effective January 21, 1997.
See: 28 N.J.R. 4022(a), 29 N.J.R. 350(b).
Added (e). :
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10:52-5.20 Derivation from Preliminary Cost Base

(a) Apportionment of Financial Elements based on direct
costs shall be as follows:

1. All other Financial Elements are added to direct
Medicaid patient care costs as percentages of direct costs
per Medicaid case. The Schedule of Rates is set such
that all Medicaid patients’ rates are based on the cost of
services received by Medicaid recipients, including a pro-
portionate share of indirect financial elements require-
ments of operating hospital facilities.

2. In the event that a hospital is self-insured for
employee health benefits, the percentage of personnel
health allowance recognized in the rates shall be propor-
tioned to the number of Medicaid recipients serviced by
the facility to financial elements from payers for such
costs.

3. Each hospital shall receive from the Division a base
rate order detailing the Schedule of Rates.

Amended by R.1995 d.141, effective March 6, 1995.
See: 27 N.J.R. 34(a), 27 N.J.R. 908(a).

10:52-5.21 Schedule of rates—effective date

All rates pursuant to this subchapter, as approved or
modified, shall be effective as of October 1, 1996, of the rate
year and then January 1 for subsequent rate years except for
fiscal year hospitals whose rates shall be effective as of the
first day of the “fiscal” rate year.

Amended by R.1997 d.43, effective January 21, 1997.
See: 28 NLI.R. 4022(a), 29 N.J.R. 350(b).
Amended effective date.

SUBCHAPTER 6. FINANCIAL REPORTING
PRINCIPLES AND CONCEPTS

10:52-6.1 Reporting period

(a) The basic reporting period is the 12 consecutive cal-
endar months utilized for Medicare reporting in the year
prior to the hospital’s first Medicaid rate.

(b) New hospitals beginning operations on any day other
than January 1 must select an initial reporting period begin-
ning on the first day of operation, through the last month
preceding the hospital’s fiscal year.

(c) Each calendar year’s Financial Elements Reporting
Forms are due on May 31 of the following year. Each
year’s Audited Financial Statement is due on May 31 of the
following year.

Supp. 1-21-97
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10:52-6.2 Objective evidence

(a) Information produced by the accounting process
should be based, to the extent possible, upon objectively
determined facts. Transactions should be supported by
properly executed documents such as charge slips, purchase
orders, suppliers’ invoices, cancelled checks, etc. Such doc-
uments serve as objective evidence of transactions and
should be retained as a source of verification of the data in
the accounting records.

(b) Certain determinations that enter into accounting
records are based on estimates. Such estimates should be
based on past experience modified by expected future con-
siderations. Items of Other Operating Expenses, if not
directly classified by the hospital, if large in amount, must be
identified through a cost study, and if small in amount, costs
may be deemed equal to revenue and such costs appor-
tioned among the appropriate natural classifications of ex-
pense based on the hospital’s estimate or the classifications
of the center where the costs originated. Worksheets are
provided along with Reporting Schedules to aid the hospital
in making all appropriate reclassifications. All such reclas-
sifications should be consistent with the concept of material-
ity, as defined in N.J.A.C. 10:52-6.5.

(c) Books, papers, records, or other data relevant to
matters of hospital ownership, organization, and operation
must be maintained. The data must be maintained in an
ongoing recordkeeping system which allows the data to be
readily verified by qualified auditors.

10:52-6.3 Consistency

(a) Consistency refers to continued uniformity during a
period and from one period to another in methods of
accounting, mainly in valuation bases and methods of accru-
al, as reflected in the financial statements of an accounting
entity. Consistency is very important to the development
and analysis of trends on a year to year basis and as a means
of forecasting. However, consistency does not require con-
tinued adherence to a suboptimal method or procedure.
Any change of accounting procedure, consistent with the
materiality principle, must be brought to the attention of the
Division by way of a cover letter which will accompany the
hospital’s Financial Elements Report to include both a
description and analysis of reporting impact of such ac-
counting procedure changes.

1. As an example, the accounting principle of accrual
reporting may cause some hospitals who currently account
for vacation on a cash basis to incur a one time reporting
of expenses related to vacation time earned by employees
but not yet taken. Such one time costs must be included
in a cover letter and the Financial Elements Report shall
identify only those vacations costs accrued in the current
reporting period.

(b) Any accounting and reporting changes due to subse-
quent revisions of this plan or the documents referred to
herein shall be reported in accordance with the instructions
which accompany those revisions.

Next Page is 52-50.1

S



HOSPITAL SERVICES MANUAL

10:52-6.6

10:52-6.4 Full disclosure

The concept of full disclosure requires that all significant
data be clearly and completely reflected in accounting re-
ports. For example, if a hospital were to change its method
of accounting for certain transactions, and if the change was
a material effect on the reported financial position the
nature of the change in method and its effect must be
disclosed when reporting costs. No fact that would influ-
ence the decisions of management, the governing board, or
other users of financial statements shall be omitted from or
concealed in accounting reports.

10:52-6.5 Materiality

An amount is material if its exclusion from the financial
statements would cause misleading or incorrect conclusions
to be drawn by users of the statements.

10:52-6.6 Basis of valuation
(a) Historical cost is the basis used in accounting for the
valuation of all assets and in recording all expenses (except

Next Page is 52-51

52-50.1

fair market value in the case of donated non-cash goods and
services). Historical cost, simply defined, is the amount of
cash or cash equivalents given in exchange for properties or
services at the time of acquisition. It is the basis for the
valuation of assets and for the recording of most expenses.
Cost ordinarily has been the basis of accounting for assets
and expenses because it is a permanent and objective mea-
surement that reflects the accountability of management for
the utilization of hospital funds.

(b) Although the basis for developing capital-related fi-
nancial elements shall be Division approved replacement
costs of plant and equipment, where appropriate, hospitals
shall be required to maintain records and report assets and
related depreciation according to both historical values and
price leveled values as prescribed in this plan.

(c) Long-term investments shall be reported at current

market value as with corresponding income or loss reported
as realized or unrealized.
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3. w CC: Patients with a substantial complication or
comorbidity.

4. wO CC: Patients without a substantial complica-
tion or comorbidity.

5. O.R. Procedures: therapeutic or diagnostic proce-
dures generally performed in a fully equipped operating
room (O.R.).

6. URIL: Upper Respiratory Infection.
7. AMI: Acute Myocardial Infarction.
8. CHF: Congestive. Heart Failure.

9. D & C: Dilation and Curettage.
10. FUO: Fever of Unknown Origin.
11. NEC: Not Elsewhere Classifiable.

SUBCHAPTER 8. BASIS OF SPECIFIC PAYMENT
FOR DISPROPORTIONATE SHARE
HOSPITALS

10:52-8.1 Disproportionate Share Adjustment

(a) A disproportionate share hospital shall be a hospital
designated by the Commissioner of Human Services. At a
minimum, each hospital with a Medicaid inpatient hospital
utilization rate that is one standard deviation above the
mean Medicaid utilization rate for hospitals receiving Med-
icaid payments in the State, and every hospital with a low
income utilization rate above 25 percent will be treated as a
disproportionate share hospital. A hospital shall be desig-
nated as a disproportionate share hospital eligible for a
charity care subsidy pursuant to P.L. 1992, c.160, Section 9 if
upon establishing a rank order of the percentage of uncom-
pensated care for all hospitals, the hospital is determined by
the Commissioner of Health to be at or above the 80th
percentile of hospitals with the highest percentage of un-
compensated care, or if the hospital is eligible for other
uncompensated fund subsidy pursuant to P.L. 1992, c.160,
Section 11, if upon establishing a rank order of other
uncompensated care for hospitals, has other uncompensated
care which is at or above the 45th percentile of all hospitals’
other uncompensated care levels.

(b) The Commissioner of the Department of Human
Services may designate additional hospitals as disproportion-
ate share hospitals if it is determined they serve a large
number of low income mentally ill or developmentally dis-
abled clients.

(c) The Commissioner of the Department of Human
Services may make additional disproportionate share pay-
ments to facilities operating under N.J.S.A. 18A:64G-1 et
seq. providing a high level of charity and uncompensated
care to low income persons and persons with special needs.
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(d) The Commissioner of the Department of Human
Services may also designate a hospital as eligible for addi-
tional disproportionate share payments if it is determined
that the hospital provides a high percentage of care (as
defined in N.J.A.C. 10:52-8.2(a)4i(1)) in proportion to total
operating revenue to patients with HIV, mental illness,
tuberculosis, substance abuse and addiction or neonatal
complexity. In addition, to be designated as eligible for this
additional disproportionate share payment, the facility shall
have a high Charity Care plus Medicaid utilization rate (as
defined in N.J.A.C. 10:52-8.2(2)4i(1)). A facility shall fur-
ther demonstrate a commitment to the establishment and
operation of a managed care program for the uninsured and
other low income persons.

Amended by R.1997 d.92, effective February 18, 1997.
See: 28 N.J.R. 4698(a), 29 N.J.R. 80(a), 29 N.J.R. 600(b).
Substantially amended (d).

10:52-8.2 Method of payment

(a) The disproportionate share adjustment shall include
an adjustment amount annually determined, as to (a)l
through 3 below, by the Commissioner, Department of
Health and Senior Services in consultation with the Com-
missioner, Department of Human Services and, as to (a)4
through 6 below by the Commissioner, Department of Hu-
man Services based upon a determination regarding pay-
ments for charity care. The annual DSH payments shall be
calculated and distributed in accordance with all applicable
Federal laws and regulations.

1. For facilities operating under N.J.S.A. 18A:64G-1
et seq., the disproportionate share adjustment determined
by the Essential Health Services Commission may be
increased by an amount recommended by the Office of
Management and Budget which will consider the total
operating cost of the facility less any third party payments,
including all other Medicaid payments, as well as pay-
ments from non-State sources for services provided by the
hospital during the hospital’s fiscal year.

2. The recommendation from the Essential Health
Services Commission shall be calculated in the following
manner pursuant to P.L. 1992, ¢.160 (N.J.S.A. 26:2H-18).

i. The determination of the Charity Care Compo-
nent Costs of the Health Care Subsidy Fund shall be
calculated in the following manner:

(1) The Essential Health Services Commission
shall use the results of the charity care audit conduct-
ed as its definition of charity care incurred by all
hospitals.

(2) The New Jersey Department of Health shall
report to the Essential Health Services Commission,
the results of its audit of New Jersey acute care
hospital’s charity care provided in the year per
N.J.A.C. 8:31B-4.41 through 4.41N.
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(A) For purposes of determining annual charity
care costs, hospitals shall submit their audit lists
per NJAC. 8:31B—4.41A but may list their ac-
counts by charges rather than the Medicaid rate.

(B) For purposes of determining annual charity .

care costs, the criteria in N.J.A.C. 8:31B4.41D
through 4.41L shall not apply to a patient who is
investigated by a county adjuster and found to be
indigent by a court of competent jurisdiction pur-
suant to N.J.S.A. 30:4. A patient .so found shall
qualify for 100 percent charity care coverage.
Hospitals with patients who qualify under this pro-
vision shall include the appropriate documentation
from the court in the patient’s file for audit.

(C) For purposes of determining annual charity
care costs, hospitals may document New Jersey
residency for patients in either of the following two
ways: hospitals must document that the applicant
was a New Jersey resident at the time he or she
received services and had the intent to remain in
the State. An out-of-State resident may apply for
charity care if his or her services resulted from a
situation requiring immediate medical care pursu-
ant to N.J.A.C. 8:31B—4.41F.

(3) All charity care accounts shall be valued at the
Medicaid rate as follows:

(A) For inpatient accounts, the New Jersey De-
partment of Health and the New Jersey Depart-
ment of Human Services shall value each account
at the rate Medicaid would have reimbursed hospi-
tals for the service(s).

(B) For outpatient accounts, outpatient charity
care accounts written-off during the calendar year
will be valued as follows: annual outpatient charity
care charges multiplied by the ratio of the annual
outpatient Medicaid payments to the annual outpa-
tient Medicaid charges associated with paid claims.
This Medicaid outpatient payment-to-charge ratio
excludes billings for HealthStart and dental ser-
vices.

(C) Disproportionate share adjustments and fi-
nal rate settlements for the service period shall not
be taken into account for the recognition of charity
care costs. :

(4) If a hospital’s percentage of charity care costs
in relation to their revenue cap is among the 80
percent of hospitals with the highest percentage of
charity care, it is eligible to receive a Health Care
Subsidy Fund Charity Care adjustment.

(5) For eligible hospitals, charity care subsidy
amounts are determined as follows:

(A) Eligible hospitals annual charity care subsi-
dy amount is equal to charity care costs as deter-
mined by the audit and valued at Medicaid rates.

Supp. 2-18-97

(B) The Tax Equity and Fiscal Responsibility
Act of 1982 (TEFRA) rate of increase used to set
Medicaid hospital rates will be used to inflate
charity care costs in the current year.

(C) In no instances shall payments made during
a calendar year exceed the preceding years audited
and Medicaid rate valued amounts inflated by
TEFRA rates used in the hospital rate setting
system.

(D) Any overpayments which result from inter-
im payments exceeding the audited payment levels
shall be recovered by offsetting all Medicaid pay-
ments.

3. A hospital’s eligibility for the Other Uncompensat-
ed Care Hospital Subsidy Fund payment shall be calculat-
ed using the following formula:

i. Hospital Specific Other Uncompensated Care for
Year/Hospital Specific Revenue for Year = Hospital
Specific Percentage of Other Uncompensated Care (%
OUC). A hospital is eligible for a subsidy if, upon
establishing rank order of the % OUC for all hospitals:

(1) In 1993, the hospital is among the 45 percent
of hospitals with the highest % OUC;

(2) In 1994, the hospital is among the 30 percent
of hospitals with the highest % OUC; and

(3) In 1995, the hospital is among the 15 percent
of hospitals with the highest % OUC.

ii. The amount of the subsidy an eligible hospital
shall receive shall be based on the following:

Hospital Specific Other Uncompensated Care for
Year/Total Other Uncompensated Care for all Eligible Hos-
pitals for Year multiplied by Total Amount of Subsidy
Allocated for the Year = Hospital Specific Subsidy for the
Year.

The monies in the Other Uncompensated Care compo-
nent of the disproportionate share hospital subsidy account
shall be distributed to eligible hospitals in accordance with
the formulas provided in this section. In 1993, the fund
shall distribute $100 million in subsidies to eligible hospitals;
in 1994, the fund shall distribute $67 million to eligible
hospitals; and in 1995, the fund shall distribute $33 million
to eligible hospitals. For 1993, the formulas shall use 1991
Hospital Specific Other Uncompensated Care and Total
Uncompensated Care for eligible hospitals and the hospi-
tal’s PCB for “Hospital Specific Revenue for Year.” In 1994
and 1995, the formulas shall use 1992 Other Uncompensat-
ed Care and Total Other Uncompensated Care for all
eligible hospitals and the hospital’s 1993 revenue cap estab-
lished pursuant to P.L. 1992, c.160, section 3. (N.J.S.A.
26:2H-18).
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iii. Other Uncompensated Care (OUC) shall be
distributed to hospitals to meet the requirements of
Chapter 160, Section 1d (N.J.S.A. 26:2H-18). OUC is
defined as all costs not reimbursed by hospital payers
excluding charity care, graduate medical education, dis-
counts, bad debt, and reduction in Medicaid payments.
The Department of Health (DOH), under the direction
of the Essential Health Services Commission (EHSC),
will calculate the actual OUC amounts for the purpose
of determining the distribution of the OUC subsidy
payments.

(1) In 1993, OUC subsidies shall be based upon
actual 1991 OUC amounts.

(2) In 1994 and 1995, OUC subsidies shall be
based upon actual 1992 OUC amounts.

(3) In 1994, interim OUC subsidy payments shall”

initially be based upon the projected 1992 OUC
amounts determined by the DOH under Chapter 83
(N.J.S.A. 26:2H-1) for the rate year 1992; the actual
1992 OUC amounts shall be determined after Octo-
ber 1, 1994, when final 1992 data for all acute
hospitals is available from the fiscal intermediary.
After the actual 1992 OUC amounts are calculated
by the DOH and approved by the EHSC, the 1994
OUC subsidy payments or other Medicaid payments
shall be adjusted by making adjustments to the OUC
or other DSH or Medicaid payments made by the
Division of Medical Assistance and Health Services
(DMAHS).

iv. The Chapter 83 (N.J.S.A. 26:2H-1) inpatient
payments referenced in (a)3iii above, shall be based
upon Diagnosis Related Groups (DRG) payments from
the applicable rate year’s uniform bill (UB) data sub-
mitted to the DOH under the former N.J.A.C.
8:31B-3.45.

(1) For 1993, total indirect costs from the 1991 pro
forma final reconciliation shall be first apportioned
to inpatients through application of the inpatient
direct patient care cost (DPC) percentage, then ap-
portioned to Medicare inpatients based upon the
Medicare percentage of total DRG payments using
UB data. The inpatient DPC percentage shall be
derived by dividing total inpatient DRG payments
into the sum of the following: total inpatient DRG
payments plus patients with rates approved cost from
the 1991 pro forma final reconciliation plus outpa-
tients without rates approved cost from the 1991 pro
forma final reconciliations by total inpatient DRG

payments.

(2) For 1994, most 1992 indirect costs were vol-
ume variable and included in the DRG rates. For
those 1992 indirect costs not allocated through the
establishment of inpatient and outpatient rates, those
“other” indirect costs will be considered fixed and
will be allocated to inpatients through the inpatient
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DPC percentage, and apportioned to- Medicare inpa-
tients based upon the Medicare percentage of total
DRG payments. The source of the 1992 “other”
indirect costs shall be the 1992 Report 5, which
expresses 1988 base year costs in 1992 doliars. Total
1992 DPC shall be established as follows: 1992 total
inpatient DRG rates plus 1992 outpatient DPC. 1992
outpatient DPC shall be derived by running 1992
actual costs through the 1992 rate setting methodolo-
gy, which allocates most indirect costs to both inpa-
tient and outpatient rates.

(3) Inpatient Part B physician costs shall be re-
moved since no comparable Medicare data on Medi-
care payments is available.

v. The DOH will apply the Federal Prospective
Payment System (PPS) GROUPER and Pricer pro-
grams to determine DRG payments for the Medicare
patients identified in (a)3iv above.

(1) The DOH will include “excluded unit” Medi-
care reimbursement in Medicare inpatient payments
for the applicable rate year for those Medicare cases
reimbursed under Chapter 83 (N.J.S.A. 26:2H-1) but
not under PPS.

(2) The DOH will include the following data from
the applicable rate year Medicare cost reports in
order to determine the other components of Medi-
care inpatient payments:

(A) Excluded unit reimbursement;
(B) Pass-through payments; and
(C) Inpatient Part B physician costs.

vi. Chapter 83 (N.J.S.A. 26:2H-1) Medicare outpa-
tient payments shall be based upon:

(1) For 1993, total Chapter 83 outpatient pay-
ments will be derived by adding total 1993 approved
cost for outpatients with rates to total 1991 approved
cost for all patients without rates. The source of this
data shall be the 1991 pro forma final reconciliations.
1991 Chapter 83 outpatient payments for Medicare
patients shall be derived by muitiplying the 1991
Medicare outpatient revenue percentage by the total
Chapter 83 payments.

(2) For 1994, 1992 actual outpatient DPC costs
shall be used to determine Chapter 83 outpatient
payments. These DPC costs shall include indirect
costs allocated to outpatients, and shall be appor-
tioned to Medicare patients by applying the actual
1992 cost-to-charge ratio to Medicare outpatient
charges from the 1992 Medicare cost reports.

(3) For 1994, most 1992 indirect costs were vol-
ume variable and included in the outpatient rates.
For those 1992 indirect costs not allocated through
the establishment of inpatient and outpatient rates,
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those “other” indirect costs will be considered fixed
and will be allocated to outpatients through the
outpatient DPC percentage, and apportioned to
Medicare outpatients based upon the Medicare per-
centage of total outpatient revenue. The source of
the 1992 “other” indirect costs shall be 1992 Report
5, which expresses 1988 base year costs in 1992
dollars. The outpatient DPC shall be derived by
allocating indirect costs to the inpatient and outpa-
tient rates in accordance with the 1992 rate setting
methodology. The outpatient DPC percentage shall
be derived by dividing 1992 outpatient DPC into
1992 total DPC as defined in (a)3iv(2) above.

(4) Outpatient Part B physician costs shall be re-
moved since no comparable Medicare data on pay-
ments is available.

vii. The DOH will use the following Medicare out-
patient data from the applicable rate year Medicare
cost reports:

(1) Medicare outpatient payments;

(2) Medicare outpatient revenue which shall be
used to determine the Medicare outpatient percent-
ages to apportion Chapter 83 (N.J.S.A. 26:2H-1)
outpatient indirect costs; and

(3) Medicare outpatient Part B physician costs.

viii. The OUC formula is as follows: The sum of
Chapter 83 (N.J.S.A. 26:2H-1) inpatient and outpatient
payments as defined in (a)3iv and vi above, minus
inpatient and outpatient payments as defined in (a)3v
and vii above.

ix. The DOH will calculate the OUC subsidy pay-
ments based upon the formula in P.L. 1992, c.160,
section 11 (N.J.S.A. 26:2H-18), as follows:

(1) In 1993, each hospital’s actual 1991 OUC
amount divided by its 1992 preliminary cost base
shall yield a percentage called the OUC percentage.
Forty-five percent of the hospitals with the highest
OUC percentages will receive $100 million in OUC
subsidy payments. For those hospitals qualifying for
a share of the subsidy payments, in accordance with
(a)3ix(2) below, each hospital’s payment is deter-
mined by the hospital’s OUC as a percentage of the
sum of all eligible hospitals’ OUC amounts; this

- hospital-specific percentage is multiplied by the
Statewide subsidy amount to derive the hospital’s
subsidy payment.

(2) In 1994, each hospital’s actual 1992 OUC
amount divided by its 1993 revenue cap shall yield
the OUC percentage. Thirty percent of the hospitals
with the highest OUC percentage will receive $67
million in OUC subsidy payments. For those hospi-
tals qualifying for a share of the subsidy payments,
each hospital’s payment is determined by the hospi-
tal’s OUC as a percentage of the sum of all eligible
hospitals’ OUC amounts; this -hospital-specific per-
centage is multiplied by the Statewide subsidy
amount to derive the hospital’s subsidy payment.
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(3) In 1995, each hospital’s actual 1992 OUC
amount divided by its 1993 revenue cap shall yield
the OUC percentage. Fifteen percent of the hospi-
tals with the highest OUC percentages will receive
$33 million in OUC subsidy payments. For those
hospitals qualifying for a share of the subsidy pay-
ments, each hospital’s payments is determined by the
hospital’s OUC as a percentage of the sum of all
eligible hospitals’ OUC amounts; this hospital-specif-
ic percentage is multiplied by the Statewide subsidy
amount to derive the hospital’s subsidy payment.

4, Hospitals eligible for additional disproportionate
share payments may receive an additional payment deter-
mined by the Commissioner of the Department of Human
Services from the Hospital Relief Subsidy Fund. This
additional payment shall be based upon the facility’s
percentage of clients with HIV, mental health, tuberculo-
sis, substance abuse and addiction and complex neonates.

i. Payments from the Hospital Relief Subsidy Fund
shall be calculated and distributed to eligible dispropor-
tionate share hospitals, if funds are available, using the
most recent calendar year hospital expenditure data
available as of October 1 of each year preceding the
distribution year in the following manner:

(1) For purposes of determining which hospitals
are eligible for payment from the HRSF, a hospital
shall satisfy both of the two following independent
criteria:

(A) The hospital’s payments, priced at the Med-
icaid rate, for the seven categories listed at
(a)4i(2)(A) below, divided by the hospital’s Total
Operating Revenue, expressed as a percentage,
shall be equal to or greater than the median
percentage for New Jersey hospitals receiving
Medicaid payments. For periods in which the data
source excludes Graduate Medical Education
(GME) in the rate, the Medicaid rate shall be
adjusted by a hospital-specific GME factor. The
hospital-specific GME factor shall be based on the
annual Medicaid portion of the hospital-specific
GME payments made on an interim basis. This
GME factor will not be revised as a result of GME
settlement results; and

(B) The hospital’s Charity Care days plus the
hospital’s Medicaid days, divided by the hospital’s
total days, expressed as a percentage, shall be
equal to or greater than the median percentage for

New Jersey hospitals receiving Medicaid payments.

(2) The subsidy shall be an amount allocated by
the Commissioner during the fiscal year for this
purpose and shall be distributed in the following
manner:

\/
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(A) The payments for admissions for the follow-
ing categories are taken from the most recent
hospital expenditure data maintained by the New
Jersey Department of Health and Senior Services
(DHSS) as of October 1 of each year preceding the
distribution year:

HIV (MDC 24);
Mental Health (MDC 19);
Substance Abuse (MDC 20);

Complex Neonates (DRG 600 through 618,
622, 623, 626 or 627);

Tuberculosis as a major or minor diagnosis
(ICD-9-CM; 010.0 through 018.9);

Mothers with substance abuse (MDC 14 with
the following codes: ICD-9-CM; 6483, 6555,
304, 305); and

HIV as a secondary diagnosis (excluding
MDC 24; including ICD-9-CM; 0420 through
0422, 0429 through 0433, 0439, 0440, 0449).

(3) The funding for the subsidy shall be distributed
among eligible facilities based upon the hospital’s
percentage of payments, priced at the Medicaid rate,
including the relevant GME factor as defined in
(a)4i(1) above, for patients with the categories in
(a)4i(2)(A) above as a percentage of all payments,
priced at the Medicaid rate, including the relevant
GME factor as defined in (a)4i(1) above, for patients
in these categories in eligible hospitals.

5. Disproportionate Share Hospitals which service a
large number of low income mentally ill or developmen-
tally disabled clients may also be eligible to receive in-
creased disproportionate share payment. The amount of
payments to be made to facilities which serve a large
number of mentally ill low income clients will be based
upon recommendation by the Division of Mental Health
and Hospitals within the Department of Human Services
to the Commissioner of the Department of Human Ser-
vices. This recommendation will identify hospitals essen-
tial to preserve the fragile network of mental health
providers in the State. The Division of Developmental
Disabilities may also recommend an additional payment
to facilities who serve a large number of developmentally
disabled clients. These additional payments will assure
that these low income and special needs clients continue
to have access to critical care.

i. The Hospital Subsidy Fund for Mentally Ill and
Developmentally Disabled Clients shall be an amount
allocated by the Commissioner during the fiscal year for
this purpose. It shall be distributed in the following
manner:

(1) Hospitals who receive funding from the Hospi-
tal Relief Subsidy Fund shall only be eligible for a
payment from this fund if recognized by the Division
of Mental Health and Hospitals and a Short Term
Care Facility (STCF) or a Child Community Inpa-
tient Service (CCIS). Payments to STCF and CCIS
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shall be based upon its distribution of beds for these
services times a projection of the cost of providing
the service in a state facility. Any hospital adding
these beds will be eligible for payments from this
fund. The initial redistribution of the funds among
eligible hospitals will be carried out in August, 1994,
In subsequent years, the redistribution will be carried
out in January of each year.

(2) Hospitals who are not STCF or CCIS, but
which are under contract with the Division of Mental
Health and Hospitals shall receive an allocation of
funds based upon the percentage of services provided
by the hospital as a percentage of all services provid-
ed by all hospitals. The initial redistribution of the
funds among eligible hospitals will be carried out in
August, 1994. In subsequent years, the redistrib-
ution will be carried out in January of each year.

6. Disproportionate share hospitals which implement
capital projects may be eligible to receive increased dis-
proportionate share hospital payments in accordance with
this section. These additional payments shall recognize
the unique needs of certain disproportionate share hospi-
tals serving a high portion of low income persons for
capital funds for the replacement of existing aged facili-
ties. Payments to eligible hospitals shall begin the calen-
dar year following project completion and facility opera-
tion.

i. The Hospital Subsidy Fund for Capital Projects
payments shall be an amount authorized by the Com-
missioner of the Department of Human Services from
the Hospital Health Care Fund for capital purposes for
any disproportionate share hospitals which, in the year
prior to implementation of a capital project in excess of
$20 million, has accumulated depreciation greater than
60 percent of total gross property, plant and equipment,
has approved certificate of need which are for replace-
ment beds, thereby reducing the number of hospital
beds available in the State, and has a ratio of New
Jersey Medicaid inpatient revenue plus uninsured inpa-
tient hospital charges to total inpatient charges in ex-
cess of 45 percent of total net inpatient revenues, using
the most recent data available as of October 1 of each
year preceding the distribution year, and receives no
other direct State appropriation.

Amended by R.1994 d.432, effective August 15, 1994.

See: 26 N.J.R. 2241(a), 26 N.J.R. 3473(a).

Emergency Amendment, R.1994 d.440, effective August 1, 1994 (ex-
pired September 30, 1994).

See: 26 N.J.R. 3485(a).

Petition for Rulemaking.

See: 26 N.J.R. 3756(a).

Adopted Concurrent Proposal R.1994 d.536, effective September 29,
1994,

See: 26 N.J.R. 3485(a), 26 N.J.R. 4392(a).

Amended by R.1995 d.13, effective January 3, 1995.

See: 26 N.J.R. 2239(a), 27 N.J.R. 152(a).

Petition for Rulemaking.

See: 27 N.J.R. 1818(b), 27 N.J.R. 2014(c).

Emergency amendment R.1996 d.425, effective August 13, 1996 (to
expire October 12, 1996).

See: 28 N.J.R. 4115(a).

Adopted concurrent amendment, R.1996 d.520, effective October 11,
1996.
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See: 28 N.J.R. 4115(a), 28 N.J.R. 4805(c).
Amended by R.1997 d.92, effective February 18, 1997.
See: 28 N.J.R. 4698(a), 29 N.J.R. 80(a), 29 N.J.R. 600(b).

In (a), amended subsection reference, substituted “charity care” for
“charity and uncompensated care from the Health Care Subsidy Fund”,
and added reference to calculation and distribution of DSH; substan-
tially amended (a)4; and added (a)6.

SUBCHAPTER 9. REVIEW AND APPEAL OF
RATES

10:52-9.1 Review and appeal of rates _

(a) All hospitals, within 15 working days of receipt of the
Proposed Schedule of Rates shall notify the Division of any
calculation errors in the rate schedule. If upon review it is
determined by the Division that the error is of substantial
value, a revised rate will be issued to the hospital within 10
working days. If the discrepancy is determined to be sub-
stantial and a revised Schedule of Rates is not issued by the
Division within 10 working days, notification time frames
above will not become effective until the hospital received a
revised Schedule of Rates.

(b) Any hospital which seeks an adjustment to its rates
must agree to an operational review at the discretion of the
‘Department of Human Services.

1. A request for a rate review must be submitted by a
hospital in writing to the Department of Human Services,
Division of Medical Assistance and Health Services, Of-
fice of Budget, Fiscal Affairs and Information Systems,
CN 712, Mail Code # 23, Trenton, New Jersey
08625-0712 within 20 calendar days after publication of
the rates by the Department of Human Services (DHS).

i. A hospital shall identify its rate review issues and
submit supporting documentation in writing to the Divi-
sion within 80 calendar days after publication of the
rates by the DHS.

2. The Division will not approve an increase in a
hospital’s rates unless the hospital demonstrates that it
would sustain a marginal loss in providing inpatient ser-
vices to Medicaid recipients at the rates under appeal
even if it were an economically and efficiently operated
hospital. Marginal loss is the amount by which a hospi-
tal’s rate year’s Medicaid reimbursement for inpatient
services is expected to fall short of the incremental costs,
defined as the variable or additional out-of-pocket costs,
that the hospital expects to incur providing inpatient
hospital services to Medicaid patients during the rate
year. These incremental costs are over and above the
inpatient costs the hospitals would expect to incur during
the rate year even if it did not provide service to Medicaid
patients. Any hospital seeking a rate increase must dem-
onstrate the cost it must incur in providing services to
Medicaid beneficiaries and the extent to which it has
taken all reasonable steps to contain or reduce the costs
of providing inpatient hospital services. The hospital may
be required at a minimum to submit to the Department of
Human Services, the following information:
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i. Operational reviews;

ii. Efficiency studies and reports identifying oppor-
tunities for cost savings; :

ili. Minutes of the meeting of the hospital’s board
of directors and board’s finance committee;

iv. Reports of the Joint Commission on the Accred-
itation of Health Care Organizations;

v. Management letters;

vi. The hospital’s strategic plans, long range plans,
facilities plans and marketing plans;

vii. The hospital’s annual report;

viii. Any analyses of the hospital’s marginal cost in
providing services to Medicaid or other categories of
patients;

ix. Cost accounting documentation or reports per-
taining to the hospital’s cost incurred in treating Medic-
aid recipients or the comparative cost of treating Med-
icaid and other patients;

X. A copy of the hospital’s most recent Medicare
cost report with all supporting schedules;

xi. Contracts with other payors providing for negoti-
ated rates or discounts from billed charges; and

xii. Evidence that the appealed rates jeopardize the
long term financial viability of the hospital (that is, that
the hospital is sustaining a marginal loss in treating
Medicaid recipients) and that the hospital is necessary
to provide access to care for Medicaid recipients.

(c) The Division shall review the documentation and
determine if an adjustment is warranted.

(d) The Division shall issue a written determination with
an explanation as to each request for a rate adjustment. If
a hospital is not satisfied with the Division’s determination,
they may request an administrative hearing pursuant to
N.J.A.C. 10:49-10. If a hospital elects to request an admin-
istrative hearing, the request must be made within 20 calen-
dar days from the date the Division’s determination was
received by the hospital. The Administrative Law Judge
will review the reasonableness of the Division’s reason for
denying the requested rate adjustment based on the docu-
mentation that was presented to the Division. Additional
evidence and documentation shall not be considered. The
Director of the Division of Medical Assistance and Health
Services shall thereafter issue the final agency decision
either adopting, modifying or rejecting the Administrative
Law Judge’s initial Office of Administrative Law decision.
Thereafter, review may be had in the Appellate Division.

Amended by R.1995 d.141, effective March 6, 1995.
See: 27 N.J.R. 34(a), 27 N.J.R. 908(a).

Amended by R.1997 d.43, effective January 21, 1997.
See: 28 N.IR. 4022(a), 29 N.J.R. 350(b).

Next Page is 52-80.1
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Added (b)2, inserted provisions defining marginal loss and incremen-
tal costs; and in (d), inserted provision providing time period for an
administrative hearing request.

Case Notes

Existence of state’s administrative process did not preempt hospital
association’s action to enjoin state from using its revised rate setting
methodology for general inpatient hospital services. New Jersey Hosp.
Ass’n v. Waldman, C.A.3 (N.J.)1995, 73 F.3d 509.

Regulations promulgated by state department of human services
regarding hospital rates for Medicaid patients were valid where they
allowed hospitals to challenge impact of designation of labor market
areas as part of rate adjudication process. Matter of Adoption of
NJ.A.C. 10:52-5.14(d)2 and 3, 276 N.J.Super. 568, 648 A.2d 509
(A.D.1994), certification deniéd 142 N.J. 448, 663 A.2d 1355.

SUBCHAPTER 10. CHARITY CARE

Authority

N.J.S.A. 30:4D-6a(1), 30:4D-7, 7a, b, and ¢; 30:4D-12,
P.L.1992, c. 160; N.J.S.A. 26:2H-5 and 13.

Source and Effective Date

R.1995 d. 258, effective May 15, 1995.
See: 27 N.JR. 656(a), 27 N.J.R. 1995(a).

10:52-10.1 Charity care audit functions

(a) The Department of Health shall conduct an audit of
acute care hospitals’ charity care reported as written-off
each calendar year. The Department of Health shall audit
charity care at least once, but no more than six times each
calendar year.

(b) The Department of Health shall make a monthly
report to the Essential Health Services Commission on
charity care. This report shall include any adjustments
made pursuant to N.J.A.C. 10:52-10.14 or approvals made
pursuant to N.J.A.C. 10:52-10.8(c) and (d).

10:52-10.2 Sampling methodology

(a) The Department of Health shall audit charity care
claims based on a sample which will be developed in the
following way:
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1. Hospitals shall maintain their charity care list in a
way that will allow the Department of Health to select
unduplicated accounts for unit dollar sampling on a quar-
terly basis. The unit dollar sampling method used to
select the accounts for audit is explained in the “Hand-
book of Sampling for Audit and Accounting” (3d edition),
by Herbert Arkin. The list shail include patient name,
account number, write-off date, and write-off amount.
Hospitals shall rank all charity care accounts from the
smallest to the largest, based on the rate that Medicaid
would have paid for each account, and run a cumulative
dollar balance on the list. For 1995, a hospital may
report accounts either at the Medicaid rate or gross
charges provided that the reporting is done consistently
throughout the year.

2. Once the selection of sample dollars has been
completed and the associated patient accounts have been
identified, hospitals will be required to retrieve the pa-
tient account files according to the following schedule:

Number of files to be retrieved Time to retrieve

0-500 files One week
501-1100 files Two weeks
1101-1800 files Three weeks
1801 files and above Four weeks

(b) The Department of Health shall require hospitals to
make a small number of additional charity care accounts
available upon audit.

(c) The hospital shall provide the audit list to the Depart-
ment of Health no later than 30 days from the request date.
If the hospital does not submit its audit list to the Depart-
ment by the 30 day deadline, the Department shall assess a
penalty of $2,500 per day for each day after the deadline.

10:52-10.3 Charity care write off amount

(a) The Department of Health shall value charity care
claims at the Medicaid rate by multiplying the hospital’s
actual charity care service charges by the hospital-specific
ratio of Medicaid payments to hospital charges. For write-
off and billing purposes, the hospital shall use the following
procedures:

1. Charity Care Write Off Amount equals Charity
Care Eligibility Percentage, .as determined by N.J.A.C.
10:52-10.7(b)—(c), multiplied by the Medicaid payment
rate.
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